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FARM DEBT 
By R. S. Kingwell , 
Adviser, Marketing and Economics Branch 
In recent years many farms in Western 
Australia's wheat-growing areas have 
experienced adverse seasons. For example, the 
1983-84 season was characterised by a late 
start, dry spring and wet harvest which resulted 
in many farms suffering a combination of low 
yields and the downgrading or dockage of their 
grain. 
Poor seasons and poor profitability prospects 
for wheat-growing caused some concern about 
farm indebtedness in these areas. 
In late 1983, a Parliamentary select committee 
was appointed to inquire into rural hardship. 
The State Minister for Agriculture also 
announced that the Department of Agriculture 
would conduct a farm survey to determine the 
nature and extent of the Western Australian 
farm debt. 
This article summarizes the results of the farm 
debt survey and provides information about the 
capacities of farms to service their debts in the 
Western Australian wheatbelt and its regions. 
Survey des ign and r e s p o n s e 
The survey was based on mail questionnaires 
sent to half of about 8,000 farmers in wheat-
growing areas. Questionnaires were pre-tested 
to remove ambiguity in questions and to ensure 
appropriate responses. They were designed to 
be fairly easy to complete and included internal 
checks on the consistency of response. After a 
follow-up of partial respondents, 1,685 usable 
replies were received which represents a high 
response rate for a survey based on mail 
questionnaires. State results 
Indebtedness 
The survey examined farm indebtedness as at 
1 March in 1983 and 1984. Information was 
collected on all sources of indebtedness ranging 
froYn short-term debts such as overdraft deficits 
to long-term debts such as amounts owed on 
Primary Industry Bank of Australia loans. 
The main findings were: 
• indebtedness increased on average by 11 per 
cent over the period 1 March 1983 to 1 March 
1984; 
• on average, farm indebtedness was estimated 
as $171,034 at 1 March 1984; 
• amounts owed in all debt classes increased, 
except for hire purchase and machinery leasing 
debts; 
• Increased cropping and 
lease commitments on 
machinery worsened the 
short-term debt for many 
farmers. 
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• the composition of indebtedness changed 
over the period and there was a proportionately 
greater increase in medium-long term debt 
compared to short-term debt. Medium-long 
term indebtedness increased by 15.2 per cent to 
$115,757 while short-term indebtedness rose by 
3.6 per cent to $55,277 
The increase in farm indebtedness is the result 
of an increase in the supply and demand for 
borrowed funds, in particular carry-on and 
medium-long term funds. 
The relatively small increase in short-term 
indebtedness is mainly a result of its 
measurement as at 1 March when it is likely to 
be seasonally low. Other indicators suggest that 
estimates based on a 30 June measurement 
would reveal larger increases in short-term 
indebtedness. For example, the average 
increase between 1983 and 1984 of overdraft 
and commercial bill requirements was 30 per 
cent or $12,428. 
In general, the increase in indebtedness 
observed in the survey had several causes. 
• Adverse seasons depleted farm business 
credit funds, more or less forcing some farms to 
borrow funds to carry-on. 
• Coupled with the adverse seasons, more 
loanable funds were available, especially from 
government sources. The attractive repayment 
and interest conditions made borrowing by 
farms easier. 
• The prospects of declines in farm income and 
subsequent diminished ability to generate 
sufficient reserves of farm credit forced many 
farms to increase borrowings. 
• Some farmers adopted capital-intensive or 
risky strategies that proved costly during 
adverse seasons and a worsening cost-price 
squeeze. As a consequence many of these 
farmers now depend more on borrowed funds. 
A comparison of the distributions of farm 
indebtedness in 1983 and 1984 (Figure 1) shows 
that about the same proportion of farms in each 
year had debts less than $50,000. However, the 
proportion of farms with debts greater than 
$200,000 differs between the years, with an 
additional 5 per cent of farms in 1984 recording 
debts greater than $200,000. It seemed that if a 
farm had debts greater than $50,000 in 1983, 
chances were that by March 1984 its 
indebtedness would have worsened markedly 
relative to farms with debts less than $50,000. 
However most farms had debts less than the 
average level of indebtedness in each year. For 
example, though average indebtedness in 1984 
was $171,034, 60 per cent of farms recorded 
debts less than $150,000. 
Although in each year only about 10 per cent of 
farms were debt-free, altogether in each year 
about one-third of farms recorded an 
indebtedness of less than $50,000. 
Debt servicing ability 
As part of the survey respondents supplied an 
income and expenditure budget for the farm 
year 1984-85 based on average yields and 
average seasonal conditions. From these 
budgets the debt-servicing abilities of farms 
could be gauged. Farms were classed as being 
initially able or unable to service their debts. For 
farms initially unable to service current debt, the 
following options were available: 
(i) revise the budget to see where savings in 
operating costs were possible without 
jeopardising income; 
(ii) adopt a new farm plan that would yield 
greater net income; 
(iii) restructure, where possible, short-term 
debt to longer-term loans with reduced 
annual payments; 
(iv) run down credit funds; 
(v) defer capital expenditure; 
(vi) reduce farm family personal expenses; 
(vii) use off-farm revenue, seek off-farm work 
or liquidate some off-farm assets; 
(viii) liquidate some farm assets (for example, 
some land or little used farm machinery); 
(ix) borrow funds in the hope of better seasons 
or favourable cost-price movements; 
(x) take on a partner with capital; 
(xi) sell out. 
Farmers whose budgets indicated an initial 
inability to service debts may have adopted 
options (such as options i, ii, or iii) which 
subsequently enabled servicing of their debts. 
Also the favourable nature of the 1984 season 
would have improved the ability of many farms 
to service their debts. 
These considerations lead to an interpretation 
of the survey results which is that in 1984-85 
between 5 and 15 per cent of farms would be 
unable to service their farm debt from farm 
production revenue. In other words, these farms 
would likely be worse off in March 1985 
compared to March 1984. These farms would be 
forced into the other options previously listed, 
such as running down credit funds or liquidating 
off-farm assets. 
To partly examine why some farms are unable 
to service their debts, the characteristics of 
farms able to service their debts were compared 
with the characteristics of farms unable to 
service their debts (Table 1). 
Farms classed as unable to service their debts 
had consistently greater indebtedness, less 
equity in dollar and percentage terms and had 
farmed their home blocks for fewer years. In 
most of the regions (see map) farms unable to 
service their debts had a greater percentage of 
the farm area in crop, a greater likelihood of 
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Table 1. A regional comparison of characteristics of farms able or unable to initialk service 
their debt in 1984-85. 
Figure 1. Farm Indebtedness (as at 1 March 1983 and 1 March 1984) 
C3 1983 
BB 1984 
Region 
(a) 
No. of 
farms 
(1) 
5 
7 
8 
10 
12 
13 
14 
71 
34 
49 
32 
73 
37 
80 
47 
77 
47 
100 
59 
29 
19 
38 
33 
41 
28 
Debt-
servicing 
ability 
able (A) or 
unable (U) 
A 
U 
A 
U 
A 
U 
A 
U 
A 
U 
A 
U 
A 
U 
A 
U 
A 
U 
Cleared 
area 
ha 
1,950 
2,402 
2,416 
2,727 
1,886 
1,665 
2,232 
2,133 
2,046 
1,722 
1,900 
1,613* 
1,862 
1,695 
1,353 
1,578 
1,579 
1,391 
No. of 
years 
farming 
home 
farm 
27 
21* 
29 
27 
28 
24 
32 
26* 
31 
29 
30 
25 
17 
13 
14 
12 
29 
23 
Per cent 
of farms who 
had bought 
more land in 
last 5 yrs 
35 
50 
34 
63 
32 
51 
44 
38 
47 
49 
44 
34 
28 
32 
34 
30 
29 
39 
Per cent 
of farm 
area in 
crop in 
1983-84 
57 
64 
60 
63 
52 
63* 
56 
62* 
58 
55 
61 
46 
47 
42 
34 
34 
33 
41* 
Equity 
as a 
per 
cent+ 
88 
71* 
85 
73* 
78* 
89 
80* 
82* 
88 
83* 
82 
72* 
85 
77* 
91 
80* 
Farm 
indebt-
edness 
142,820 
244,845* 
154,758 
338,278* 
157,552 
212,122* 
127,836 
214,746 
164,042 
216,050 
128,302 
172,006 
135,974 
194,811 
120,961 
178,050* 
90,245 
221,857 
No <25 25 50 100 150 200 250>300 
debt to to to to to to 
49 99 149 199 249 299 
Indebtedness rank (in S'0001 
(a) See map. 
1 Not all respondents in each region were included due to missing data on any item. 
* Indicates a significant difference at the 10 per cent or less probability level. 
+ In the survey farmers' own valuations of land and plant assets were used. Consequently equity values may be inflated 
and the actual difference in equities between the groups could be larger than given in this table. 
having purchased additional land in the past five 
years and were smaller farms in terms of arable 
area. 
Often it seemed that farms were in financial 
difficulties because the results of the 1983 and 
earlier seasons increased the cost of decisions 
made two or more years ago. 
For example, some farmers in the late seventies 
and early eighties bought extra land. Often the 
servicing of the loans required for the land 
purchases forced farmers into the then more 
profitable cropping activities. Increasing the size 
of their cropping operations required further 
investment in crop machinery and greater 
demands for short-term finance. However, poor 
seasons and adverse cost-price movements in 
recent years have worsened the financial ' 
positions of many of these farmers. 
In hindsight, for many farms, less capital 
intensive and risk-offsetting strategies would 
have been preferable. However, many farmers 
in the short-term were more or less locked into 
cropping strategies by virtue of hire purchase 
and lease commitments on machinery and 
because they had reduced their sheep numbers 
to cater for increased cropping. 
The cost of being locked into cropping 
dominant strategies during poor seasons and 
adverse cost-price movements can be high and 
is a reason for the increase in farm 
indebtedness. In other words, management 
strategies in combination with seasonal changes 
and changes in the profitability of farm 
enterprises substantially influence a farm's 
ability to service debt. 
Regional results 
Given that the 1983-84 season affected regions 
of the wheatbelt differently, the variation in 
indebtedness across regions (see map) was 
examined. 
Results indicated that, apart from the north-
eastern wheatbelt, the largest increases in 
indebtedness were recorded in the lower rainfall 
marginal areas of the wheatbelt (regions 7, 9 and 
11). Farms in these areas had a higher 
percentage of farm area in crop and were on 
average larger farms. The late start and dry 
spring of the 1983 season resulted in low yields 
in these areas and reduced farm revenue. As a 
result many farms retained overdraft deficits in 
March 1984. Particularly in the far south-east 
areas of the wheatbelt (regions 11, 12 and 13), 
debt-servicing was a common problem. 
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